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THE EFFECTS OF THE MARSHALL PLAN ON REAL ESTATE 


HE economic picture has changed greatly during the past ninety days. The drop- 

ping of government controls on new building has resulted in a construction boom 

of considerable proportions. This has been added to a rate of production on 
other goods and services and is resulting in a continuing rate of employment un- 
precedented in the United States. That this situation will probably continue during 
at least the first six months of 1948 is fairly apparent. 


The combination of the Marshall Plan together with continued labor pressure for 
wage increases is preventing any significant drop in prices at the present time, with 
the chance that some prices will go still higher. Scarcities which were disappearing 
will reappear for many articles badly needed in Europe. It now looks as if the sup- 
ply of steel will be insufficient for a number of years to take care of our domestic 
needs plus the rather large amounts needed by Europe for durable goods and recon- 
struction, 


After the First World War rapidly spiraling prices in 1920 shrank demand and 
brought on the depression of 1920 and 1921. Prices have spiraled again, but so far 
demand is still strong and is being bolstered by European demands made effective 
through the American taxpayer’s dollar. A readjustment during 1947 would have 
been quite healthy as it would have brought back into a closer equilibrium many fac- 
tors which are now badly out of line, and would have insured after the short period of 
readjustment a fairly prosperous period lasting for possibly three, four or five years. 
There would have been no chance that such a recession in business would have devel- 
oped into a major depression as it would have come at a time when we still had ac- 
cumulated backlogs for many types of durable goods, No major depression has ever 
developed and lasted for a long period when this was true. 


It now seems to me, however, that this readjustment will not take place to any 
great extent but that during 1948 business will probably remain good and prices will 
move largely sideways after rising slightly higher during the next few months. By the 
end of next year, however, I think that prices will be almost as high as they are now, 
although I can see some slight chance that there might be a drop of larger proportions, 


Insofar as real estate is concerned it seems to me that the revised outlook on gen- 
eral business has several effects on the real estate situation: 


1. If construction costs remain at or near their present level, this will have a ten- 
dency to stabilize the market price of residential buildings for some time at or near 
their present level. On older buildings, of course, this will not be true, These build- 
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ings during the period of the scarcity have been selling at a price considerably above 
their actual value. In a scarcity market the typical buyer has bought shelter and he 
has not given sufficient weight to obsolescence or physical depreciation. As new 
houses become more plentiful, buyers will become more discriminating in their pur- 
chases, and the older, more obsolete buildings will shrink in market price. They will 
not shrink so rapidly, however, as they would have had construction costs dropped 
rapidly during the same period. 


2. The housing shortage is not so acute as it was a year or two ago. I make this 
statement with the almost certain belief that I will receive many letters stating that 
it is incorrect. I realize that it is still more difficult to secure a housing accommo- 
dation for rent in most cities than it was two or three years ago. This does not mean, 
however, that our housing shortage is as great as it was then. In The Coming Boom 
in Real Estate,f published in May of 1936, I pointed out on page 31: “It is a peculiar 
fact that in the early phases of a building boom vacancy does not increase. The in- 
creased prosperity which a building boom generates with its tremendous consump- 
tion of many basic materials and its demand for factory and building labor causes the 
‘demand for housing accommodations to increase faster than supply can be increased, 
Only after the boom has continued for several years does an increase in vacancy be- 
come apparent.” 








If business remains on a high level during 1948, vacancies will accumulate very, 
very slowly, but should there be a recession in the general business situation, demand 
will contract and the effect of the high rate of building of the last few years will im- 
mediately become apparent. If business continues on its present high level during 
1948 and 1949, there will still be some shortage in 1949, By 1950, however, it seems 
to me that most of the shortages will have disappeared for residential building. By 
that time, we think all scarcity premiums which building has been commanding during 
the intense period of the boom will have disappeared, This will affect, of course, older 
buildings far more than it will new as the largest percentage of scarcity premium ex- 
isted on the older type residential units. 


3. During the period of the boom many mortgages have been made for a large 
percentage of value. Most of these mortgages were made for a long period of years 
but with a monthly payoff on the principal. The longer the present period of prosperity 
continues without a drop, the larger will be the percentage paid off on the principal, 
and from that standpoint many of these loans will get out of the critical condition before 
any general collapse can occur, From the standpoint of the mortgage lender this will 
certainly be an advantage and should result in a lower rate of foreclosure than we 
would otherwise experience. 


4. While the better business outlook for the immediate future has probably miti- 
gated the size of the drop in real estate values during the next few years, it has 
changed only slightly the forecast for the period from 1952 to 1955. There is a chance 
that the continued farm activity due to the Marshall Plan will bolster farm values until 
some time in the early fifties. This may time the drop in farm values with the drop in 
urban values which will come when the accrued demands for capital goods have been 
satisfied, It seems to me that by the beginning of the fifties the edge will be off the 











{The Coming Boom in Real Estate, by Roy Wenzlick. Simon and Schuster, New York 
City, publishers. 
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housing shortage and the tenant will again have considerable selection in units. We 
will not stop building at that time, however, but will continue to build, increasing the 
size of the surplus. Vacancy at that time will still be at a rather nominal rate. Only 
when the real collapse in business conditions comes will demand contract sharply and 
vacancy grow almost over night to serious proportions. When this happens landlords 
will compete for tenants. It will again become customary to do an excessive amount of 
redecorating on apartments and later on in the period, possibly in the middle fifties, 
we may see concessions of from one month, and in some cases two months, with a 
year’s lease. This was quite common during the period of the twenties. 


The chart on page 427 is a revision of the chart which appeared last in the May 
31, 1947, “As I See It.” A comparison of the present chart with the one we ran then 
will show that the forecast of value and market value for the period from now until 
1955 has been raised slightly. In this new revision we are now assuming that at the 
bottom of the next major depression in the United States (tentatively placed about 
1955) replacement costs will be equivalent to about 15 per cent more than they were 
at the top of the boom of the twenties. This would give us a cost in 1955 of 73 per 
cent above the replacement cost in 1932 and 40 per cent above the replacement cost 
in 1939, 


We are still assuming on this chart that by 1955 there will be a large vacancy re- 
sulting in the market price being less than the market value, and if this assumption be 
correct, we will still have a considerable shrinkage in value from the peak values of 
the present boom. As shown on this chart, this shrinkage would amount to 46 per 
cent. 


It should always be remembered in looking at this chart that the levels shown for 
1955 are distress levels which will not continue indefinitely. Within a period of three 
or four years after that time values should increase by 20 to 25 per cent. The low 
point, however, during the distress period will be the level which will determine 
many foreclosures. 


We have tested many loans made by large mortgage lenders against this chart, 
with the following general conclusions: 


GI loans, because of the government guaranty, will entail no loss to the lender, but 
may entail considerable loss to the GI. 608 loans will probably end up as government 
debentures, Conservative loans for not over 15 to 20 years, amortized monthly, will 
come through in the great majority of cases, unless these loans were made on older 
residential properties for an amount based on their selling price which, of course, in- 
cluded a tremendous scarcity premium, 


This chart will be revised from time to time as new developments take place 
which would indicate a change in the outlook. 


The conclusions expressed above are limited to residential properties as I am 
still optimistic on office buildings and some other types of real estate. 
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